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SUMMARY   OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recommen- 
dation. This  listing  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting  comments. 
The  full  replies  of  the  Boulder  River  School  and  Hospital,  the 
Department  of  Institutions,  and  the  Department  of  Administration 
are  included   in  the  back  of  this   report. 
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1  Revert  unobligated  appropriation   balances 
to  the  General   Fund   in  accordance  with 
state  law. 

Agency   Reply:      Do  Not  Concur.      See  page  32. 

2  Consult  with  the  Department  of   Institutions 
and  the  Department  of  State   Lands  to  deter- 
mine the  proper  use  and/or  disposition  of 
its  excess   land. 

Agency   Reply:      Concur.      See  page  32. 

3  Continue  to  record   reimbursement  revenue 
generated   by  the  institution  on   its  account- 
ing  records  and  financial   statements. 

Agency   Reply:      Concur.      See  page  33. 

4  Bill   residents  and  their  insurers  the  actual 
current  cost  of  providing  medical   services. 

Agency   Reply:      Concur.      See  page  33. 

5  Seek   Legislation  to  allow  adjustement  to  the 
billing   rates  when  costs  change. 

Agency   Reply:      Concur.      See  page  33. 

6  Promptly  post  all  transactions  to  patient 
accounts. 

Agency   Reply:      Concur.      See  page  33. 

7  Take  steps  to  resolve  this  suit  in  a  timely 
manner  and  allow  the  determination  and 
deposit  of  the  portion  of  th  $637,715  belong- 
ing to  the  General    Fund. 

Department  of  Institutions   Reply:      Concur.      See  page  34. 
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8A  Include  the  value  of  inventories  in  its  ac- 
counting  records.  10 

Agency   Reply:      Concur.     See  page  34. 

8B    Develop  inventory  count  procedures  for  all 

inventory  types.  10 

Agency   Reply:      Concur.      See  page  34. 

9  Establish  controls  over  central  supply  in- 
ventory to  ensure  that  items  are  properly 
recorded  and  controlled.  11 

Agency   Reply:      Concur.      See  page  34. 

10  Comply  with  the  state  leave  policies  for 
leave  accrual   and  the  computation  of 

leave.  12 

Agency   Reply:      Concur.      See  page  34. 

11  Record  all   land  and  buildings  on  SBAS  and 

PAMS  at  historical  cost.  13 

Agency   Reply:      Concur.      See  page  35. 

12  Claim  indirect  costs  in  accordance  with   state 
law  and  deposit  them  in  accordance  with 

state  policy.  14 

Agency   Reply:      Concur.      See  page  35. 

13  Properly   record  federal  grant  revenue  in 

the  accounting   records.  14 

Agency   Reply:      Concur.      See  page  35. 

14  Correct  the  internal   control  weaknesses 

discussed  above.  19 

Agency   Reply:      Concur.      See  page  35. 


Digitized  by  the  Internet  Archive 

in  2011  with  funding  from 

IVIontana  State  Library 


http://www.archive.org/details/stateofmontan1981mont 


GENERAL 

We  performed  a  financial/compliance  audit  of  Boulder  River 
School  and  Hospital  for  fiscal  years  1979-80  and  1980-81.  The 
objectives  of  the  audit  were  to:  1)  determine  if  the  institution's 
financial  statements  present  fairly  its  financial  position  and  results 
of  operations  for  the  two  fiscal  years  ending  June  30,  1980  and 
1981;  2)  determine  if  the  institution  complied  with  applicable  laws 
and  regulations;  and  3)  make  recommendations  for  improvements  in 
the  management  and   internal   controls  of  the  institution. 

Boulder  River  School  and  Hospital's  functions  and  responsibil- 
ities are  to:  1)  provide  skillful  and  humanely  administered  care 
and  treatment  with  full  respect  to  the  person's  dignity  for  each 
person  who  is  developmentally  disabled;  2)  provide  individualized 
treatment  with  the  goal  of  deinstitutionalization;  and  3)  assure 
adequate  protection  of  ail  rights  of  the  residents.  The  institution 
had  488  authorized  FTE  in  fiscal  year  1979-80  and  484  authorized 
FTE  in  fiscal  year  1980-81.  It  made  expenditures  of  $8.5  million 
each  fiscal  year  during  the  audit  period.  The  resident  population 
averaged  255  in  fiscal  year  1979-80  and  231  in  fiscal  year  1980-81. 
This  population  includes  individuals  ranging  in  age  from  infants  to 
80  years. 

We   thank    the   superintendent   and    his    staff   for   their  coopera- 
tion and  assistance  during   the  audit. 
Cost  of   Implementing   Recommendations 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing the  recommendation. 
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COMPLIANCE   WITH    APPROPRIATION    LAWS 

In  May  1981  portions  of  the  Boulder  River  School  and  Hospital 
campus  were  flooded.  In  order  to  repair  the  damages  a  federal 
grant  was  received  that  had  a  25  percent  matching  requirement. 
Boulder  initially  requested  matching  funds  from  the  Governor's 
disaster  fund.  When  it  was  determined  this  fund  could  not  pay 
for  the  damages  since  the  balance  of  the  fund  had  been  obligated, 
the  Department  of  Institutions,  with  the  concurrence  of  the  Gover- 
nor's Office  of  Budget  and  Program  Planning,  instructed  Boulder  to 
accrue  its  $227,057  unobligated  appropriation  balance  in  the  General 
Fund   at  June  30,    1981. 

Section   17-7-302,    MCA,    states: 


"An  appropriation  shall  be  deemed  to  be  encumbered  at 
the  time  and  to  the  extent  that  a  valid  obligation  against 
the  appropriation   is  created." 


Because  Boulder  did  not  have  a  contract  to  repair  the  flood 
damage  at  June  30,  1981,  no  valid  obligation  existed.  Without  the 
obligation,  the  $227,057  should  have  reverted  to  the  state  General 
Fund.  In  July  of  fiscal  year  1981-82,  Boulder  entered  into  a 
contract  to   repair  the  damage. 

Since  an  obligation  was  not  legally  entered  into  until  fiscal 
year  1981-82,  an  alternative  to  the  improper  accrual  would  have 
been  a  supplemental  appropriation.  The  supplemental  appropriation 
process  would  allow  emergency  expenditure  of  funds  from  fiscal 
year  1982-83  in  fiscal  year  1981-82.  Boulder  could  then  request 
the  1983  Legislature  for  money  to  match  the  federal  funds  and 
repair  the  flood  damages. 


RECOMMENDATION   ttl 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
REVERT  UNOBLIGATED  APPROPRIATION  BALANCES  TO  THE 
GENERAL    FUND    LN    ACCORDANCE   WITH    STATE    LAW. 

INCOME    FROM    LAND   USE 

Boulder  River  School  and  Hospital  currently  has  1,320  acres 
of  land.  Approximately  1,200  acres  of  the  land  is  leased  to  several 
different  parties  because  it  is  not  needed  for  the  operation  of  the 
school.  The  institution  originally  used  this  land  for  the  habilita- 
tion  of  residents.  Under  the  current  deinstitutionalization  policies 
which  have  transferred  the  most  functional  residents  to  local 
facilities,  the  remaining  resident  population  cannot  productively 
use  the  land. 

Four  of  the  leases  are  with  local  government  entities  for  a 
landfill,  a  sanitary  lagoon,  fairgrounds,  and  a  school  site.  The 
sixth  lease  is  with  a  private  citizen  for  25  acres.  Under  a  1971 
Department  of  Institutions'  Policy,  Montana  State  Prison  controls 
957  acres   of   the    land    which    it  now  sharecrops  with  a   local   farmer. 

These  leases  do  not  maximize  the  potential  return  to  the 
state.  Cash  income  to  the  institution  for  these  leases  totaled  $37 
per  year.  The  value  of  the  sharecrop  agreement  received  by  the 
prison  varies  from  year  to  year,  depending  on  the  crop,  and 
averages  about  $3,425  per  year.  The  Department  of  Institutions  is 
currently  renegotiating  this  agreement.  According  to  Department 
of    Institutions'    personnel,    this    agreement   has    not   been    profitable 


and  will  be  evaluated  by  the  Department  of  State  Lands  prior  to 
renewal.  The  Department  of  State  Lands  indicated  the  land  could 
be   leased   for  approximately  $5,525  per  year. 

A  local  realtor  stated  that  similar  land  sells  on  the  open 
market  for  $800  to  $1,200  per  acre.  Assuming  a  $500  per  acre 
average  selling  price,  the  state  could  sell  1,200  acres  for  $600,000. 
If  invested  in  the  Short-Term  Investment  Pool  during  fiscal  year 
1981,  the  cash  return  to  the  General  Fund  would  have  been  over 
$70,000.  In  addition,  if  the  land  were  sold  to  the  public,  it  would 
be  subject  to  state  and   local   property  taxes. 

RECOMMENDATION   #2 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
CONSULT  WITH  THE  DEPARTMENT  OF  INSTITUTIONS  AND 
THE  DEPARTMENT  OF  STATE  LANDS  TO  DETERMINE  THE 
PROPER     USE    AND/OR     DISPOSITION    OF     ITS    EXCESS    LAND. 

REIMBURSEMENTS 
Background 

The  Department  of  Institutions  is  required  by  law  to  collect 
and  process  per  diem  and  ancillary  payments  for  the  care  of  patients 
at  Boulder  River  School  and  Hospital  and  five  other  institutions. 
The  department  assesses  reimbursement  costs  for  these  services 
based  upon  the  patient's  ability  to  pay.  The  department  bills  for 
services  in  the  following  priority:  1)  Medicare,  2)  private  insur- 
ance,   3)    resident  or  guardian,    and   4)   Medicaid. 


The  department  processes  per  diem  and  ancillary  service 
charges  on  its  Automated  Billing  and  Reimbursement  System  (ABARS). 
Boulder  inputs  resident  service  care  information  and  resident 
eligibility  information  into  ABARS  which  computes  the  monthly 
billings  for  services  provided  to  residents.  ABARS  assigns  a 
standard  cost  to  each  service  and  prints  an  itemized  monthly 
billing  statement  for  each  patient.  Billings  are  then  prepared 
based  on  the  patient's  ability  to  pay  and  eligibility  for  private  or 
federally  subsidized  insurance. 
Revenue 

Revenue  generated  by  the  institution  currently  is  not  reflected 
on  its  accounting  records.  The  institution  receives  reimbursement 
from  Medicare,  Medicaid,  private  insurance  companies,  and  individ- 
uals for  services  provided  residents.  The  Department  of  Institu- 
tions recorded  the  revenue  and  receivables  in  their  accounting 
records  rather  than  on  Boulder  River  School  and  Hospital's  account- 
ing   records   during  our  audit  period. 

Boulder  River  School  and  Hospital's  General  Fund  revenue  on 
SBAS  is  understated  $4,700,396  in  fiscal  year  1980  and  $5,270,031 
in  fiscal  year  1981.  Accounts  receivable  at  fiscal  year-end  1981 
are  understated  by  $559,115.  Department  officials  indicate  this 
procedure  has  been  changed  starting  with  fiscal  year  1981-82  to 
show  these   receipts  on   the   institution's   records. 

The  institution  had  -$637,715  held  in  a  trust  account  pending 
settlement  of  a  class  action  suit.  This  money  represents  a  valid 
obligation  owed  to  the  General  Fund  for  services  provided.  As  a 
valid    obligation,     the    amount    should    be    reflected     in    SBAS    as    a 


$637,715    receivable  to   the  General    Fund.      The  accompanying  finan- 
cial  statements  were  adjusted   for  these  omissions. 

RECOIVIMENDATION   #3 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
CONTINUE  TO  RECORD  REIMBURSEMENT  REVENUE  GENER- 
ATED  BY  THE  INSTITUTION  ON  ITS  ACCOUNTING  RECORDS 
AND    FINANCIAL   STATEMENTS. 

Medical   Service   Reimbursement 

The  state  General  Fund  initially  pays  for  all  services  provided 
to  patients.  Boulder  then  bills  various  insurers  to  reimburse  the 
General  Fund.  All  medical  services  provided  to  patients  during 
our  audit  period  were  billed  based  on  the  Medicaid  reimbursement 
rate.  This  rate  is  adopted  by  the  Department  of  Social  and  Rehabil- 
itation Services  (SRS)  based  on  a  Relative  Value  Schedule  developed 
by  the  Montana  Medical  Association  of  the  average  cost  of  provid- 
ing the  service  in  the  state  of  Montana.  Medicaid  reimbursement  is 
limited  to  this  average  cost. 

Even  though  Medicaid  reimbursement  is  limited  to  the  average, 
unless  providers  like  Boulder  bill  actual  costs,  the  Medicaid  average 
will  not  increase.  Increased  billing  limits  could  reduce  the  General 
Fund  cost  for  resident  services.  Also,  Medicare,  private  insurance, 
and  personal  or  guardian  payments  are  not  limited  to  the  Medicaid 
rate  determined  by  SRS.  These  insurers  potentially  would  reim- 
burse up  to  actual  cost  if  billed.  Boulder  should  bill  providers 
the  actual   current  cost  of  providing   the   services. 


RECOMIVIENDATION   #4 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
BILL  RESIDENTS  AND  THEIR  INSURERS  THE  ACTUAL  CUR- 
RENT  COST   OF    PROVIDING   MEDICAL   SERVICES. 

Per  Diem   Reimbursement 

Boulder    bills   residents  or  their  insurers  for  services  provided 
in  order  to  reimburse  the  state  for  the  costs  of  maintaining  the  care 
facilities.      Income  from  this   reimbursement  goes  to  the  state  General 
Fund.      In    determining    the   care    per   diem   rates,   the   Department  of 
Institutions  based  calculations  on  the   Legislature's   initial   appropria- 
tion to  Boulder   River  School   and   Hospital. 

Section  53-1-401(7),  MCA,  states  per  diem  shall  be  calculated 
based  on  budgeted  costs,  and  53-1-404  provides  that  it  shall  be 
computed  on  July  1  of  each  year.  These  sections  are  not  clear  on 
whether  adjustments  to  the  rate  computed  on  July  1  are  allowable 
when  costs  change. 

During  fiscal  year  1979-80,  the  institution  incurred  costs  of 
$115,300  more  than  calculated  in  the  rate.  In  1980-81  they  incurred 
costs  of  $586,256  more.  This  resulted  in  the  receipt  of  a  $701,556 
supplemental  appropriation.  Since  these  increased  expenditure 
levels  were  not  included  in  the  calculation,  the  institution  did  pot 
bill  for  these  costs.  The  institution  should  seek  legislation  to  allow 
them  to  adjust  their  billing   rates  when  costs  of  providing   care  change. 

RECOMMENDATION   #5 

WE     RECOMMEND     BOULDER     RIVER     SCHOOL     AND    HOSPITAL 

SEEK    LEGISLATION    TO   ALLOW   ADJUSTMENT   TO   THE    BILLING 

RATES   WHEN    COSTS   CHANGE. 
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PATIENT   ACCOUNTS 
Fiduciary    Responsibility 

At  June  30,  1981,  the  institution  held  $129,492  deposited  on 
behalf  of  254  residents.  The  institution  acts  as  a  trustee  for  the 
residents  while  holding  these  funds.  In  this  capacity,  the  institu- 
tion is  responsible  to  ensure  the  funds  are  properly  administered, 
accounted  for,  and  idle  funds  are  invested  to  maximize  income. 
Currently,  residents'  money  is  held  in  either  checking  or  savings 
accounts.  As  residents  receive  income  and  make  expenditures, 
Boulder  personnel  post  the  transactions  to  individual  accounts. 
The  accounts  are  reviewed  periodically,  transferring  money  into 
interest  earning  savings  accounts  when  a  resident's  checking 
balance  exceeds  approximately  $40. 

We  noted  one  resident's  checking  account,  which  had  not  been 
drawn  upon  for  more  than  a  year,  had  a  balance  of  $1,544.  We 
estimate  that  this  resident  lost  over  $80  by  not  having  the  money 
in  an   interest  earning   account. 

Also,  during  fiscal  year  1980-81,  institution  personnel  fell 
behind  in  the  posting  of  income  and  expenditures  to  the  resident 
accounts.  As  a  result  of  these  late  postings,  there  were  six 
resident  accounts  with  overdrawn  balances  totaling  $612  at  June  30, 
1981.  When  a  resident  account  is  overdrawn,  money  from  other 
resident  accounts  is  used  to  cover  the  negative  balance.  This  is 
an   unauthorized   and   inappropriate   use  of   residents'   funds. 

RECOIVIIVIENDATION   #6 

WE      RECOMMEND     THE      INSTITUTION     PROMPTLY     POST     ALL 

TRANSACTIONS   TO    PATIENT   ACCOUNTS. 
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Trust  Accounts 

Under  current  institution  policies,  income  sent  to  the  patients 
from  Social  Security,  Medicare,  insurance  companies,  etc.  is  taken 
from  the  patients'  accounts  to  reimburse  the  state  for  costs  of 
care. 

in  1976  a  class  action  suit  was  entered  against  the  Department 
of  Institutions  by  Montana  Legal  Services  Association  challenging 
the  legality  of  removing  these  funds  without  a  guardian's  permission. 
Since  that  time,  when  Boulder  removed  money  from  a  patient's 
account,  it  was  deposited  into  a  trust  account  with  the  state 
treasurer.  By  June  30,  1981  $637,715  had  accumulated  in  the 
trust  account. 

Before  the  suit  can  be  settled  the  Department  of  Institutions 
must  establish  formal  criteria  for  determining  resident  ability  to 
pay.  Department  of  Institutions'  personnel  stated  these  criteria 
are  being  drafted  and  should  result  in  settlement  prior  to  June  30, 
1982. 

RECOMMENDATION   #7 

WE  RECOMMEND  THE  DEPARTMENT  OF  INSTITUTIONS  TAKE 
STEPS  TO  RESOLVE  THIS  SUIT  IN  A  TIMELY  MANNER  AND 
ALLOW  THE  DETERMINATION  AND  DEPOSIT  OF  THE  PORTION 
OF   THE   $637,715   BELONGING   TO   THE   GENERAL    FUND. 

INVENTORY 


Inventory   Records 

The   institution    did    not  have  all  of  its  inventories  recorded  on 
its    inventory   system.      Seven   out   of   twenty-one   total   categories  of 
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inventory     which     institution     personnel     estimated     had    a    value    of 
$37,400  were  excluded  from  the  Supply   Inventory  Monitoring  System 
(SIMS)  at  June  30,    1981.      These  categories   include  pharmaceuticals, 
lab   supplies,    tires,    lumber,    paint,    laundry   supplies,    and   powerhouse 
chemicals. 

Each    of    these    inventory    categories    is    susceptible   to   theft   or 
misuse.      To  provide  control   over  these   items  all   usage  and    receiving 
reports   should   be   kept  and   reconciled   with   periodic  physical    inven- 
tories. 

Inclusion  of  all  inventory  on  the  accounting  records  and 
financial  statements  is  necessary  to  present  fairly  the  financial 
position  of  the  institution  at  each  fiscal  year-end.  To  provide  this 
information  a  physical  inventory  of  these  items  should  be  taken  at 
June  30  each  year  and  their  value  recorded  on  the  accounting 
records.  As  a  result  of  our  audit,  the  institution  adjusted  its 
financial   statements  for  fiscal   year  1981   to  include  these   inventories. 

RECOMMENDATION   #8 

WE    RECOMMEND   THE    INSTITUTION: 

A.  INCLUDE   THE   VALUE   OF    INVENTORIES    IN    ITS   ACCOUNT- 
ING   RECORDS. 

B.  DEVELOP      INVENTORY     COUNT     PROCEDURES     FOR     ALL 
INVENTORY   TYPES. 

Central   Supply   Inventory 

In  seven  of  ten  items  test  counted  in  the  hospital  central 
supply  inventory,  the  amount  on  hand  reported  in  the  accounting 
records    differed    from    the    physical    count.       These    differences    are 
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due  to  several  control  weaknesses  noted  during  the  audit.  These 
weaknesses  include  an  inadequate  initial  inventory  count,  unlimited 
access  to  the  inventory  storage  location,  and  lack  of  a  system 
whereby  all   items   removed  from  central   supply  are  properly   recorded, 

Adequate  internal  control  over  inventory  is  necessary  to 
ensure  that  items  are  properly  controlled.  Implementing  controls 
over  central  supplies  would  prevent  unauthorized  removal.  Appro- 
priate controls  in  this  case  include  a  reconciliation  of  a  periodic 
physical  count  to  the  amount  recorded  on  the  accounting  records. 
Personnel  should  be  aware  of  the  importance  of  accounting  for  all 
items  removed  from  central  supply.  An  accurate  inventory  record 
provides  the  additional  benefit  of  allowing  personnel  to  determine 
when  to  order  more  supplies. 

RECOMMENDATION   #9 

WE  RECOMMEND  THE  INSTITUTION  ESTABLISH  CONTROLS 
OVER  CENTRAL  SUPPLY  INVENTORY  TO  ENSURE  THAT 
ITEMS   ARE   PROPERLY    RECORDED   AND   CONTROLLED. 

Implementation    of    the    inventory    recommendations  #9    and    #10 
may     require     filling     a     vacant     position     in    the    warehouse.       This 
position     is     currently     budgeted    at    $15,162    including    salary    and 
benefits. 
LEAVE   ACCRUAL 

Boulder  follows  an  old  leave  accrual  policy  once  used  by  the 
state.  Under  this  policy  leave  is  computed  based  on  employment 
status    as    of   the    15th    day    of   the    month.       Employees   starting   work 
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before  the  15th  are  given  a  full  month's  leave,  while  those  starting 
after  the  15th  receive  no  leave.  Employees  terminating  before  the 
15th  receive  no  leave  for  that  month,  and  those  terminating  after 
the  15th   receive  a  full   month's   leave. 

Current  policy  set  forth  in  the  Montana  Operations  Manual 
(MOM)  states  employees  earn  4.6?  hours  of  vacation  and  3.69 
hours  of  sick  leave  for  pay  periods  of  80  hours  or  more.  In  a 
sample  of  ten  terminated  employees,  seven  received  incorrect 
termination     pay    resulting     from    the    use    of    the    outdated    policy. 

RECOMMENDATION   #10 

WE  RECOMMEND  THE  INSTITUTION  COMPLY  WITH  THE 
STATE  LEAVE  POLICIES  FOR  LEAVE  ACCRUAL  AND  THE 
COMPUTATION   OF    LEAVE. 

PLANT,    PROPERTY,    AND    EQUIPMENT 

The  institution  did  not  have  all  its  land  and  some  of  its 
buildings  recorded  on  SBAS  and  fixed  asset  records  at  June  30, 
1981.  The  approximate  historical  cost  of  the  school's  land  is 
$51,050  and  the  cost  of  buildings  is  $6,031,000  of  which  $378,290 
was  not  recorded.  Remaining  land  and  buildings  should  be  recorded 
in  SBAS  and  the  Property  Accountability  Management  System 
(PAMS)   at  historical   cost  or  an  estimate  of  historical   cost. 

The  institution  removed  these  buildings  from  its  records  when 
the  depreciation  charged  for  Medicaid  and  Medicare  reimbursement 
purposes    equaled    the    cost.       Since   depreciation    is    not   allowed    for 
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reporting  purposes  under  the  modified  accrual  basis  of  accounting, 
these  buildings  should  remain  on  the  records  at  their  historical 
cost. 

As  a  result  of  the  audit,  the  institution  adjusted  its  financial 
statements  for  these  misstatements. 

RECOMMENDATION   #11 

WE    RECOMMEND    THE    INSTITUTION    RECORD    ALL    LAND   AND 

BUILDINGS     ON     SBAS     AND     PAMS     AT     HISTORICAL     COST. 

FEDERAL   GRANTS 

Indirect  Cost   Reimbursements 

The  federal   government  recognizes  and   provides  for  reimburse- 
ments to  state  agencies  for   indirect  costs   incurred   in  the  administra- 
tion   of    federal    grants.       Section    17-3-111,    MCA,    and    Management 
Memo  4-80-7    require    that    each    agency    negotiate    agreements    with 
the    federal    government   to    recover,    to   the   fullest   extent   possible, 
indirect  costs  of  administering  federal   grants. 

During  fiscal  years  1979-80  and  1980-81,  the  school  received 
federal  grants  totaling  $179,902  and  $537,362,  respectively.  The 
fiscal  services  director  of  the  institution  estimated  that  a  maximum 
of  approximately  $19,404  could  have  been  reimbursed  to  the  General 
Fund  in  fiscal  year  1979-80  and  $35,862  in  fiscal  year  1980-81  for 
indirect  costs,  had  the  agency  submitted  and  received  an  approved 
indirect  cost  plan.  These  are  maximum  amounts  since  the  maximum 
indirect   rate  may  not  have  been  approved. 
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Boulder  officials  stated  the  indirect  costs  would  be  deducted 
from  the  overall  grant  causing  a  reduction  in  services  provided 
with  grant  funds.  The  state  General  Fund  provides  limited  support 
to  all  federal  grants  through  accounting  services  and  administration. 
Failure  to  claim  these  costs  allows  Ihe  agency  to  provide  additional 
funding  for  direct  grant  costs  contrary  to  state  policy  and  places 
the   burden  of  indirect  costs  on   the  General    Fund. 

RECOMIVIENDATION   #12 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
CLAIM  INDIRECT  COSTS  IN  ACCORDANCE  WITH  STATE  LAW 
AND    DEPOSIT    THEM    IN    ACCORDANCE   WITH   STATE    POLICY. 

Grant   Revenue 

During  fiscal  year  1980-81,  the  institution  received  $537,362 
in  grants  and  spent  $277,180  of  the  awards.  Under  the  modified 
accrual  basis  of  accounting,  grant  revenue  is  recognized  when  a 
reimbursable  expenditure  is  made.  Moneys  received  and  not  yet 
spent  should  be  deferred  and  recognized  when  earned.  The 
institution  should  have  deferred  recognition  of  $260,182  in  revenues 
until  fiscal  year  1981-82.  This  overstated  revenue  and  understated 
the  deferred  revenue  liability  on  SBAS  for  fiscal  year  1980-81. 
The    institution    adjusted    their    financial    statements    for    this    error. 

RECOMMENDATION   #13 

WE       RECOMMEND      THE       INSTITUTION      PROPERLY      RECORD 

FEDERAL    GRANT    REVENUE    IN    THE   ACCOUNTING    RECORDS. 
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Federal   Grant  Compliance 

Our   audit  of  federal   moneys  was  performed   in  accordance  with 
requirements  of  the   U.S.    Office  of  Management  and   Budget,    (0MB), 
Circular  A-102,     Attachment  P.       This    circular    provides    for    audits 
of   financial  operations,    including  compliance  with  certain   provisions 
of  federal   laws  and   regulations. 

Boulder  River  School  and  Hospital  is  a  subgrantee  of  the 
Montana  Office  of  Public  Instruction  (OPI).  The  institution  received 
funds  from  the  U.S.  Departments  of  Education  and  Agriculture 
through  OPI.  The  institution  also  received  a  Federal  Emergency 
Management  Agency  grant  late  in  fiscal  year  1981.  Through  June  30, 
1981  no  expenditures  had  been  made  from  this  grant.  We  did  not 
note  any  federal  compliance  problems  or  question  any  costs  relating 
to  the  institution's  use  of  federal  funds  during  fiscal  years  1979-80 
and   1980-81. 

All    tested    items    were    in    compliance   with    applicable    laws   and 
regulations.        Nothing     came     to     our    attention    that    causes    us    to 
believe    untested    items    are    not    in    compliance    with    applicable    laws 
and    regulations. 
EQUIPMENT    LEASES 

The  institution  recorded  four  equipment  leases  in  its  account- 
ing records  in  accordance  with  the  Montana  Operations  Manual 
(MOM)  guidelines.  During  our  audit  period,  these  guidelines  were 
not  in  accordance  with  Generally  Accepted  Accounting  Principles 
(GAAP).  According  to  GAAP,  lessees  should  record  capital  leases 
as  an  asset  and  an  obligation  at  an  amount  equal  to  the  fair  value 
of    the   equipment    leased.      For   non-enterprise   operations   the   asset 
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and    obligation    should    be    recorded   in   the  General    Fixed   Assets   and 
Long-term   Debt  account  groups. 

According  to  the  MOM  section  2-1751.51  and  52,  which  was  in 
effect  during  the  audit  period,  the  General  Fixed  Asset  account 
group  was  used  to  record  as  an  asset  only  the  principal  payments 
to  date.  The  Long-Term  Debt  account  group  was  not  available. 
As  a  result,  Boulder  understated  General  Fixed  Assets  and  Long- 
Term    Debt    account    groups    by    $66,800   and    $18,772,    respectively. 

In  December  1981,  the  Department  of  Administration  replaced 
MOM  Section  2-1751.51  with  guidelines  that  require  recording  total 
value  of  the  asset  in  the  General  Fixed  Asset  account  group.  The 
problem  with  the  Long-Term  Debt  account  group  will  not  be  corrected 
until  the  new  state  fund  structure  is  implemented  in  fiscal  year 
1983-84. 
PRIOR    REPORT    RECOMMENDATIONS 

The  previous  audit  report  on  the  Boulder  River  School  and 
Hospital  contained  18  recommendations  still  applicable  to  the  school. 
The  following  table  shows  the  status  of  implementation  of  these 
prior   recommendations. 

PRIOR  AUDIT  RECOMMENDATIONS 


Part 

ially 

Not 

Area 

Impl 

emen 

ted 

Implemented 

Imp 

Lemented 

Total 

General 

2 

1 

1 

4 

Reimbursements 

1 

1 

Patient  Accounts 

3 

3 

Inventory 

4 

1 

5 

Payroll 

5 
14 

T 

3 

5 
18 
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Boulder    River   School    and    Hospital    did   not  concur  with  one  of 
the      recommendations      not      implemented.        Prior      recommendations 
partially  or  not  implemented  are  addressed   in  this   report. 
INTERNAL   CONTROL 

As  part  of  our  examination  of  the  financial  statements  at 
Boulder  River  School  and  Hospital,  we  made  a  study  and  evaluation 
of  the  system  of  internal  accounting  control  to  the  extent  we  con- 
sidered necessary  to  evaluate  the  system  as  required  by  generally 
accepted  auditing  standards.  The  purpose  of  our  study  and 
evaluation  was  to  determine  the  nature,  timing,  and  extent  of  the 
auditing  procedures  necessary  for  expressing  an  opinion  on  the 
institution's  financial  statements.  Our  study  and  evaluation  was 
more  limited  than  would  be  necessary  to  express  an  opinion  on  the 
system  of  internal   accounting  control   taken  as  a  whole. 

The  management  of  Boulder  River  School  and  Hospital  is 
responsible  for  establishing  and  maintaining  a  system  of  internal 
accounting  control.  In  fulfilling  this  responsibility,  estimates  and 
judgments  by  management  are  required  to  assess  the  expected 
benefits  and  related  costs  of  control  procedures.  The  objectives 
of  a  system  are  to  provide  management  with  reasonable,  but  not 
absolute,  assurance  that  assets  are  safeguarded  against  loss  from 
unauthorized  use  or  disposition,  and  that  transactions  are  executed 
in  accordance  with  management's  authorization  and  recorded  properly 
to  permit  the  preparation  of  financial  statements  in  accordance  with 
generally  accepted  accounting   principles. 

Because  of  inherent  limitations  in  any  system  of  internal 
accounting  control,  errors  or  irregularities  may  occur  and  not  be 
detected.       Also,     projection    of    any    evaluation    of    the    system    to 
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future  periods  is  subject  to  the  risk  that  procedures  may  become 
inadequate  because  of  changes  in  conditions  or  that  the  degree  of 
compliance  with   the  procedures  may  deteriorate. 

Our  study  and  evaluation  made  for  the  limited  purpose  described 
in  the  first  paragraph  would  not  necessarily  disclose  all  material 
weaknesses  in  the  system.  Accordingly,  we  do  not  express  an 
opinion  on  the  system  of  internal  accounting  control  of  Boulder 
River  School  and  Hospital  taken  as  a  whole.  However,  our  study 
and  evaluation  disclosed  no  condition  that  we  believe  to  be  a 
material   weakness. 

We  identified  the  following  internal  control  weaknesses  which 
warrant  management  attention  but  do  not  have  a  material  effect  on 
the  financial   statements. 

Property,    Plant,    and    Equipment 

--Many  items  of  equipment  do  not  have  property  tags  attached. 
All    items    of   equipment   over   $200    in    value   should    be   tagged. 

--Equipment  transfer  forms  are  not  always  completed  and  sent 
to  the  warehouse.  As  a  result,  location  numbers  on  the 
Supply  Inventory  Monitoring  System  (SIMS)  report  are  incor- 
rect. A  transfer  form  should  be  completed  and  sent  to  the 
warehouse  whenever  an  item  of  equipment  is  moved  from  one 
location  to  another. 


Inventory 

-Employees  taking  the  physical  inventory  were  given  the 
number  of  items  recorded.  Employees  should  not  have  know- 
ledge of  the  total  that  is  to  be  counted  prior  to  their  physical 
count. 

■Errors  were  made  while  entering  data  into  SIMS.  Adequate 
training  and  supervision  should  be  provided  to  inexperienced 
employees. 

-Shop  employees  are  allowed  to  go  into  the  warehouse  to  get 
items  they  need.  Access  to  inventory  should  be  limited  to 
warehouse  personnel  only. 
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Reimbursement  Billings 

■-The  institution  prepares  billings  for  medical  services  provided 
from  monthly  reports  submitted  by  the  various  departments 
providing  the  services.  The  institution  has  no  controls  to 
ensure  that  all  services  provided  are  billed.  The  institution 
should  periodically  reconcile  services  performed  in  each  depart- 
ment to  the  service  billings. 


Other  internal  control  weaknesses  having  the  potential  for  mis- 
stating the  financial  statements  were  discussed  in  Patient  Accounts 
and    Inventory  report  sections  on  pages  8  and  9. 

RECQIVIIVIENDATION   #14 

WE     RECOMMEND     BOULDER     RIVER     SCHOOL     AND    HOSPITAL 

CORRECT   THE    INTERNAL   CONTROL  WEAKNESSES   DISCUSSED 

ABOVE. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 

STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JAMES  H.GILLETT.C. PA. 

ACTING  LEGISLATIVE  AUOITOH 


JOHNW.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  combined  Balance  Sheets  and  Statements 
of  Revenue,  Expenditure,  and  Changes  in  Fund  Balance  -  Budget 
and  Actual  of  the  various  funds  and  account  groups  of  the  Boulder 
River  School  and  Hospital  as  of  and  for  the  two  fiscal  years  ended 
June  30,  1981.  Our  examination  was  made  in  accordance  with 
generally  accepted  government  auditing  standards  for  financial  and 
compliance  audits  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we 
considered   necessary   in  the  circumstances. 

The   institution   accrued   $227,057  of  expenditures   in   the  General 
Fund    which    should    not  have  been  accrued   since  no  valid  obligation 
existed.       Due    to    this   error,    General    Fund   assets,    liabilities,    and 
expenditures     are     overstated     by     $227,057     as     of    June  30,     1981. 

In  our  opinion,  except  for  the  effect  on  the  General  Fund  of 
the  item  discussed  in  the  preceding  paragraph,  the  financial  state- 
ments referred  to  above  present  fairly  the  financial  position  of 
such  funds  and  account  groups  of  the  Boulder  River  School  and 
Hospital    at   June  30,    1981    and  the  results  of  its  operations  and  the 
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changes  in  fund  balance  of  such  funds  for  the  two  fiscal  years 
then  ended,  in  conformity  with  generally  accepted  accounting 
principles  which,  except  for  the  change,  with  which  we  concur,  in 
the  combination  of  funds  as  described  in  Note  1  to  the  financial 
statements,    have   been   applied   on   a  consistent  basis. 

The  accompanying  Schedule  of  Federal  Grant  Receipts  is 
presented  for  additional  analysis  and  disclosure  purposes  in  com- 
pliance with  "Guidelines  for  Financial  and  Compliance  Audits  of 
Federally  Assisted  Programs"  and  is  not  a  required  part  of  the 
combined  financial  statements  for  the  Boulder  River  School  and 
Hospital.  This  schedule  has  been  subjected  to  the  auditing  proce- 
dures applied  in  the  examination  of  the  basic  financial  statements 
and,  in  our  opinion,  is  fairly  stated  in  all  material  respects  in 
relation  to  the  basic  financial   statements  taken  as  a  whole. 


Respectfully   submitted, 


James   H.    Gillett,    CPA 
Acting    Legislative  Auditor 


October  30,    1981 


21 


BOULDER  RIVER  SCHOOL  AND  HOSPITAL 


ASSETS: 
Cash 

Accounts  Receivable 
Deferred  Accounts  Receivable 
Allowance  for  Uncollectible  Accounts 

Receivable 
Expense  Advances  to  Employees 
Land 

Buildings  and  Improvements 
Equipment 

Encumbered  Appropriations 
Inventory 

Funds  Provided  for  Capital  Leases 
Total  Assets 


COMBINED  BALANCE  SHEETS 

ALL  FUND  TYPES  AND  ACCOUNT  GROUPS 

JUNE  30,  1981 

GOVERNMENTAL 

FUND  TYPES 
Special 
Revenue 

FIDUCIARY 
FUND  TYPE 

ACCOUNT 

GROUPS 

General 

Trust  and  Agency 

General 
Fixed  Assets 

General 
Long-Term  Debt 

2,500 

23,473 

1,485,276 

$286,525 
11,080 

$768,283 

(388,015) 
733 

656,467 
321,735 

$2,102,169 


615 


$298,220 


$768,283 


$  51,050 
6,031,336 
1,042,914 


$7,125,300 


$18,772 
$18,772 


LIABILITIES: 
Accounts  Payable 
Accrued  Expenditures 
Deferred  Revenue 
Property  Held  in  Trust 
Due  to  Consolidated  Entity 
Obligations  for  Capital  Leases 
Total  Liabilities 

FUND  EQUITY: 
Investment  in  General  Fixed  Assets 
Investment  in  Inventory 
Fund  Balance 

Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 


$   332,690 

343,426 

1,097,261 

7,057 

1,780,434 


321,735 

-0- 
321,735 

$2,102,169 


$  40,652 

2,267 

237,978 

15,075 


295,972 


2,248 


2,248 


$298,220 


$     19 

768,264 
768,283 


■0- 


■0- 


$768,283 


-0- 


7,125,300 

7,125,300 
$7,125,300 


$18,772 
18,772 


-0- 


$18,772 


rhe  footnotes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 


REVENUES: 
Reimbursements 
Rentals,  Leases,  Royalties 
Sale  of  Merchandise 
Miscellaneous 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Care  and  Custody 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments  -  Revenue 
Prior  Year  Adjustments  -  Expenditures 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE,  JULY  1,  1980 

FUND  BALANCE,  JUNE  30,  1981 


COMBINED  STATEMENTS  OF  REVENUES,  EXPENDITURES,  AND 
CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 
GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 

GOVERNMENTAL 

FUND  TYPES 

General  Fund 

Special  Revenue 

Fund 

Budget 

Actual 

Variance 
Favorable 
(Unfavorable) 

Budget 

Actual 

Variance 
Favorable 
(Unfavorable) 

$5,270,031 
$    9,000 

$5,270,031 
1,885 

1,653 

1,885 
(7,347) 

$   10,000 

255,000 
265,000 

$   9,195 

304,277 
313,472 

$ 

(805) 
49,277 

5,279,031 

5,273,569 

(5,462) 

48,472 

8,689,092 
8,689,092 

8,650,873 
8,650,873 

38,219 
38,219 

440,112 
440,112 

312,782 
312,782 

127,330 
127,330 

(3,410,061) 

(3,377,304) 

32,757 

(175,112) 

690 

175,802 

(105) 
(6,971) 
3,417,137 

(105) 
(6,971) 
3,384,380 

(37,757) 

(1,721) 
(2,849) 
615 

(1,721) 
(2,849) 
615 

■0- 


■0- 


-0- 


-0- 


-0- 


-0- 


-0- 


-0- 


-0- 


(179,067) 
5,513 
$(173,554) 


(3,265) 
5,513 
$  2,248 


175,802 


$175,802 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement 
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BOULDER  RIVER  SCHOOL  AND  HOSPITAL 


REVENUES: 
Reimbursements 
Rentals,  Leases,  Royalties 
Sale  of  Merchandise 
Miscellaneous 
Federal  Assistance 
Total  Revenues 

EXPENDITURES : 
Administration 
Care  and  Custody 
Developmental 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments  -  Revenue 
Prior  Year  Adjustments  -  Expenditures 
Support  From  (To)  General  Fund 
Transfer  to  the  Consolidated  Entity 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE,  JULY  1,  1979 

FUND  BALANCE,  JUNE  30,  1980 


COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 
GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1980 

GOVERNMENTAL  FUND  TYPES 

General  Fund 

Special  Revenue 

Fund 

Budget 

Actual 

Variance 
Favorable 
(Unfavorable) 

Budget 

Actual 

Variance 
Favorable 
(Unfavorable) 

$4,700,396 
$    12,500 

$4,700,396 
1,730 

1,792 

1,730 
(10,708) 

$  11,000 

294,700 
305,700 

$   9,121 

175,009 
184,130 

$  (1,879) 
(119,691) 

4,712,896 

4,703,918 

(8,978) 

(121,570) 

764,670 
6,871,069 

505,102 
8,140,841 

659,962 
6,906,654 

531,345 
8,097,961 

104,708 
(35,585) 
(26,243) 
42,880 

73,754 
164,821 
238,575 

70,450 
128,255 
198,705 

3,304 
36,566 
39,870 

(3,427,945) 

(3,394,043) 

33,902 

67,125 

(14,575) 

(81,700) 

75,995 
(4,400) 
3,356,350 

75,995 
(4,400) 
3,322,448 

(33,902) 

(69,523) 
(703) 

(6,741) 

(69,523) 
(703) 

(6,741) 

-0- 

-0- 

-0- 

(9,842) 

(91,542) 

(81,700) 

-0- 

-0- 

-0- 

97,055 
$  87,213 

97,055 
$  5,513 

$    -0- 

$    -0- 

$    -0- 

$(81,700) 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement, 
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BOULDER    RIVER    SCHOOL   AND   HOSPITAL 

NOTES   TO   THE    FINANCIAL   STATEMENTS 

JUNE   30,    1980  AND  JUNE  30,    1981 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 

Boulder  River  School  and  Hospital  is  an  institution  of  the 
Department  of  Institutions  which  operates  under  a  superintendent 
appointed  by  the  Director  of  the  Department  of  institutions.  Our 
programs  consisted  of  the  the  following  during  fiscal  year  1979-80: 
administration,  care  and  custody,  and  developmental  and  resident 
support.  On  July  1,  1980,  all  programs  were  consolidated  as  the 
care  and  custody  program. 

The  following  is  a  summary  of  the  significant  accounting 
policies. 

A.      Basis  of  Presentation 

The  financial  statements  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System.  Accounts  are  organized  on  the 
basis  of  funds,  each  of  which  is  considered  a  separate  accounting 
entity.  The  operations  of  each  fund  are  accounted  for  with  a 
separate  set  of  self-balancing  accounts  that  comprise  its  assets, 
liabilities,   equities,    revenues,    and  expenditures. 

The  following   fund   types  are  used: 


General  Fund  -  accounts  for  all  financial  resources  except 
those   required   to  be  accounted   for   in   another  fund. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditure  for 
specific  purposes.  This  fund  contains  the  state  federal  and 
private  revenue  entities  at  the  institution.  Legislative  appro- 
priation  is   required   to  spend   from  this   fund. 
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Trust  and  Agency  Fund  -  accounts  for  assets  held  in  trust  or 
as  an  agent  by  the  department  for  others.  The  major  sources 
of  receipts  to  this  fund  are  donated  funds,  resident  income 
and  care,  and  maintenance  funds.  A  legislative  appropriation 
is   not   required   to  spend   from  this   fund. 

General  Fixed  Assets  Account  Group  -  accounts  for  fixed 
assets  and  equipment  purchased  by  Boulder  River  School  and 
Hospital.  These  funds  are  accounted  for  in  the  Supply 
Inventory  Monitoring  System  (SIMS)  and  in  the  Statewide 
Budgeting   and   Accounting   System. 

General  Long-Term  Debt  Account  Group  -  accounts  for  general 
unmatured    long-term    indebtedness    of    the    governmental    unit. 


B  .      Basis  of  Accounting 

The  modified  accrual  basis  of  accounting  is  followed  by  the 
governmental  and  fiduciary  fund  types.  Under  the  modified  accrual 
basis  of  accounting,  revenues  are  recorded  when  received  in  cash 
unless  susceptible  to  accrual;  i.e.,  measurable  and  available  to 
finance  the  institution's  operations  or  of  a  material  amount  and  not 
received  at  the  normal  time  of  receipt.  Expenditures  are  recorded 
when   a  valid  obligation    is   incurred. 

C .  Encumbrances 

Encumbrance  accounting,  under  which  purchase  orders, 
contracts,  and  other  commitments  for  the  expenditure  of  funds  are 
recorded  in  order  to  reserve  that  portion  of  the  applicable  appro- 
priation, is  employed  in  the  governmental  funds.  At  year-end,  in 
accordance  with  state  policy,  major  qualifying  encumbrances  are 
reclassified   as   payables  and   are  charged   to  expenditures. 

D.  Vacation   and   Sick   Leave 

Employees    accrue    eight    hours    of    sick    leave    and    ten    hours    of 
vacation    leave    each    month.       Vacation    leave    accrual    rates    increase 
after  ten   years  of  service.      In    the  event  of   termination,    an   employee 
is    paid    for    100   percent   of   accumulated    vacation    and    25  percent   of 
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accumulated  sick  leave.  Accumulated  vacation  and  sick  leave 
monetary  liability  is  not  calculated  until  an  employee  terminates  and 
is  not  readily  determinable  at  June  30,    1981. 

2.  PENSION    PLAN      . 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS)  or  Teachers'  Retirement  System  (TRS). 
These  plans  are  administered  by  the  state  of  Montana.  All  eligible 
employees  contribute  6  percent  of  their  salary  to  PERS,  while  the 
institution  contributes  6.2  percent  of  the  employee's  salaries  and 
wages  to  the  plan.  Employees  under  TRS  contribute  6.187  percent 
and  the  institution  6.312  percent  of  the  employee's  salaries  and 
wages.  The  institution's  contribution  to  the  plans  for  the  year 
ended  June  30,  1980  was  $317,391  and  for  the  year  ended  June  30, 
1981  was  $350,070.  At  June  30,  1980  the  Public  Employees'  Retire- 
ment System  and  at  June  30,  1979  the  Teachers'  Retirement  System 
were  determined  to  be  actuarially  sound  as  reported  by  the  systems' 
actuary.  The  unfunded  past  service  costs  and  the  actuarially 
computed  value  of  the  vested  benefits  are  not  readily  available  for 
members  of  the  plans  employed   by  the   institution. 

3.  INSURANCE 

Boulder  is  insured  by  Montana's  self-insurance  plan  admin- 
istered  by   the   Department  of  Administration. 

4.  BUDGET    INFORMATION 

A  fixed  annual  basis  of  budgeting  is  utilized.  Under  the 
fixed  annual  method,  appropriations  of  specific  dollar  amounts  are 
set  for  each  fiscal  year  of  a  biennium  by  the  Legislature.  Appro- 
priations control  financial  operations  during  each  fiscal  year.  At 
the    end    of    each    year.     General     Fund    and    Special     Revenue    Fund 
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appropriation   authority   reverts   to  the  fund  of  original   appropriation. 
The   reverted   appropriation   authority   may   be  used   in   the  subsequent 
year     as     authorization     for    valid     prior    year    obligations.       Budget 
amendments   represent  the  authorization   to  spend   funds   not  available 
for    consideration    by    the   legislature.      They  are  subject  to  approval 
of  the  Governor. 

5.  ALLOWANCE    FOR    UNCOLLECTIBLE   ACCOUNTS    RECEIVABLE 
Presently,    Boulder    River    School    and    Hospital    is   involved   in   a 

class  action    lawsuit  on   whether  or  not  the   Department  of   Institutions 
has    the    authority    to  handle   resident  money  and   the  procedures  for 
determining    resident   ability   to    pay    under   the    reimbursement    rules 
of  the  department. 

Due  to  this  suit  and  the  limited  resources  of  the  residents  to 
pay  for  services  rendered  beyond  the  amount  held  in  the  trust 
fund,  approximately  $387,969  of  the  $1,484,799  total  receivables  is 
estimated   as  uncollectible. 

6.  INVENTORY 

Inventory  is  valued  at  the  most  recent  price  paid  for  each 
item.  This  method  approximates  FIFO  in  that  the  inventory  at  the 
school    is  generally   comprised   of  rapid   turnover   items. 

7.  LEASES 

The  following  is  a  schedule  by  years  of  future  minimum  lease 
payments  under  capital  leases  together  with  the  present  value  of 
the   net  minimum   lease  payments   as  of  June  30,    1981. 

Year  Ending  June   30: 

1982  $16,725 

1983  5.950 
Total  Minimum  Lease  Payments                         $22,675 

Less:   Amount  Representing  Interest  (3 ,920) 

Present  Value  on  Minimum  Lease  Payments  $18,755 
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8.  The  institution  provides  one  meal  per  shift  to  all  employees  as 
a  historical  or  union  benefit.  The  approximate  value  of  these 
meals  each  year  is  $283,000.  Of  this  total,  $92,000  is  applicable  to 
direct  food  cost.  The- remaining  $191,000  is  the  cost  of  the  labor 
and  other  items  used  to  prepare  the  food. 
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AGENCY    REPLY 


DEPARTMENT  OF  INSTITUTIONS 


TED  SCHWINDEN,  GOVERNOR 


RECEIVfcU 

MAR    11982 

MONTANA  LEGISLATIVE  AUDITOR 

1539  IITH  AVENUE 


STATE  OF  MONTANA' 


(406)449-3930 


February  26,  1982 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT   59620 

Gentlemen: 


HELENA.  MONTANA  59620 


MAn  "^Cl 


^^'^ANA  LEi 


I^AR     ^ 


i98i 


0 


^^Mr/i.£ 


mno^ 


We  have  reviewed  the  audit  report  prepared  by  the  Office  of  the  Legislative 
Auditor  on  the  Boulder  River  School  and  Hospital. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  recommendations  is  attached. 

Sincerely,  ' 

CARROLL  V.  SOUTH 
Director 

CVS:bt 

Attachment 
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AN  I  OHM    i1l'n>ll!l:'r'y  I  Mh'l  OYLH 


BOULDER  RIVER  SCHOOL  AND  HOSPITAL 
Audit  Response 


RECOMMENDATION  #1 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL  REVERT  UNOBLIGATED  APPROPRIATION 
BALANCES  TO  THE  GENERAL  FUND  IN  ACCORDANCE  WITH  STATE  LAW. 

RESPONSE:   Flood  damage  occurring  in  May  of  1981  had  to  be  repaired  before 
the  winter  of  1981-1982  to  prevent  major  property  damage  during  spring  runoff 
in  1982.   The  state's  portion  of  the  flood  damage  was  not  appropriated  or 
budgeted  for  1982-1983,  consequently  there  were  no  funds  available  to  repair 
the  flood  damage  this  biennium. 

We  do  not  believe  that  it  is  a  good  business  practice  to  sign 
contracts  obligating  state  funds  unless  the  state  funds  are  available  within 
the  appropriation  made  by  the  Legislature.  To  sign  such  a  contract  based  on 
the  assumption  that  the  Legislature  will  eventually  appropriate  the  funds 
necessary  to  fulfill  the  contract  not  only  obligates  the  Legislature  without 
its  concurrence  but  in  the  final  analysis,  if  the  Legislature  chooses  not  to 
appropriate  the  funds  after  the  obligation  is  incurred,  a  budget  crisis  will 
result  during  the  last  half  of  FY  1983. 


RECOMMENDATION  #2 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL  CONSULT  WITH  THE  DEPARTMENT  OF 
INSTITUTIONS  AND  THE  DEPARTMENT  OF  STATE  LANDS  TO  DETERMINE  THE  PROPER  USE  AND/OR 
DISPOSITION  OF  ITS  EXCESS  LAND. 

RESPONSE:   We  agree.   Departmental  needs  for  use  of  this  land  -  both  short 
term  and  potential  long  term  -  will  be  given  consideration  and  decisions  for 
its  use  will  be  reviewed  against  those  anticipated  needs,  as  well  as  the  need 
to  maximize  the  return  to  the  state. 

The  Department  of  State  Lands  will  be  consulted  if  lease  renewals 
are  under  consideration  to  ensure  that  the  terms  of  future  leases  will  bring 
the  best  potential  return  to  the  state. 
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RECOMMENDATION  #3 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL  CONTINUE  TO  RECORD  REIMBURSEMENT 
REVENUE  GENERATED  BY  THE  INSTITUTION  ON  ITS  ACCOUNTING  RECORDS  AND  FINANCIAL 
STATEMENTS . 

RESPONSE:   Reimbursement  revenue  for  Boulder  is  accounted  for  in  the  audited 
financial  statements  contained  in  this  report.   The  Department  has  routinely 
recorded  the  revenue  on  Boulder's  SBAS  records  since  July,  1981  and  has  no 
plans  to  discontinue  doing  so. 


RECOMMENDATION  #4 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL  BILL  RESIDENTS  AND  THEIR  INSURERS 
THE  ACTUAL  CURRENT  COST  OF  PROVIDING  MEDICAL  SERVICES. 

RESPONSE:   We  agree.   Steps  have  already  been  taken  to  adjust  our  rate 
schedule  based  on  actual  costs. 


RECOMMENDATION  #5 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL  SEEK  LEGISLATION  TO  ALLOW 
ADJUSTMENT  TO  THE  BILLING  RATES  WHEN  COSTS  CHANGE. 

RESPONSE:   We  agree. 


RECOMMENDATION  #6 

WE  RECOMMEND  THE  INSTITUTION  PROMPTLY  POST  ALL  TRANSACTIONS  TO  PATIENT  ACCOUNTS. 

RESPONSE:   We  agree.   This  was  an  isolated  problem  which  was  corrected  prior 
to  the  end  of  the  audit  period.   The  posting  of  income  and  expenditures  to 
resident  accounts  is  now  and  will  continue  to  be  up  to  date  and  accurate. 
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RECOMMENDATION  #7 

WE  RECOMMEND  THE  DEPARTMENT  OF  INSTITUTIONS  TAKE  STEPS  TO  RESOLVE  THIS  SUIT  IN  A 
TIMELY  MANNER  AND  ALLOW  THE  DETERMINATION  AND  DEPOSIT  OF  THE  PORTION  OF  THE 
$637,715  BELONGING  TO  THE  GENERAL  FUND. 

RESPONSE;   The  Department  will  continue  to  work  with  the  District  Court  and 
Montana  Legal  Services  to  resolve  this  suit. 


RECOMMENDATION  #8 

WE  RECOMMEND  THE  INSTITUTION: 

A.  INCLUDE  THE  VALUE  OF  INVENTORIES  IN  ITS  ACCOUNTING  RECORDS. 

RESPONSE:   We  agree.   All  but  two  of  the  inventory  categories  identified 
as  not  being  recorded  on  the  Supply  Inventory  Monitoring  System  are  now 
recorded  on  the  system.   The  remaining  two  categories  will  be  recorded 
as  soon  as  possible. 

B.  DEVELOP  INVENTORY  COUNT  PROCEDURES  FOR  ALL  INVENTORY  TYPES. 

RESPONSE:   We  agree.   A  vacant  Warehouse  Worker  I  position  will  be 
filled  to  accomplish  inventory  count  requirements  for  both  the  Supply 
Inventory  and  the  Property  Plant  Inventory. 


RECOMMENDATION  #9 

WE  RECOMMEND  THE  INSTITUTION  ESTABLISH  CONTROLS  OVER  CENTRAL  SUPPLY  INVENTORY  TO 
ENSURE  THAT  ITEMS  ARE  PROPERLY  RECORDED  AND  CONTROLLED. 

RESPONSE:   We  agree.   An  inventory  control  system  has  been  implemented  in 
Central  Supply  which  will  provide  an  accurate  inventory  record  of  item 
availab- lity  and  usage. 


RECOMMENDATION  #10 

WE  RECOMMEND  THE  INSTITUTION  COMPLY  WITH  THE  STATE  LEAVE  POLICIES  FOR  LEAVE 
ACCRUAL  AND  THE  COMPUTATION  OF  LEAVE. 

RESPONSE:   We  agree.   Boulder  River  School  and  Hospital  will  implement  the 
current  leave  accrual  policy  as  set  forth  in  the  Montana  Operations  Manual. 
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'RECOMMENDATION  #11 

WE  RECOMMEND  THE  INSTITUTION  RECORD  ALL  LAND  AND  BUILDINGS  ON  SBAS  AND  PAMS  AT 
HISTORICAL  COST. 

RESPONSE:   We  agree.   This  was  merely  an  oversight  which  will  be  corrected  at 
next  fiscal  year  end. 


RECOMMENDATION  #12 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL  CLAIM  INDIRECT  COSTS  IN  ACCORDANCE 
WITH  STATE  LAW  AND  DEPOSIT  THEM  IN  ACCORDANCE  WITH  STATE  POLICY. 

RESPONSE:   We  agree  and  will  attempt  to  negotiate  an  indirect  cost  agreement 
from  OSPI  for  the  FY  83  Title  I  grant. 


RECOMMENDATION  #13 

WE  RECOMMEND  THE  INSTITUTION  PROPERLY  RECORD  FEDERAL  GRANT  REVENUE  IN  THE 
ACCOUNTING  RECORDS. 

RESPONSE:   We  agree.   This  recommendation  is  the  result  of  an  oversight 
during  the  fiscal  year  1981  closing  process.   The  same  error  will  not  be 
repeated  in  the  future. 


RECOMMENDATION  #14 

WE  RECOMMEND  BOULDER  RIVER  SCHOOL  AND  HOSPITAL  CORRECT  THE  INTERNAL  CONTROL 
WEAKNESSES  DISCUSSED  ABOVE. 

RESPONSE:   We  agree.   Property,  Plant,  and  Equipment:   It  is  the  policy  of 
this  facility  that  any  equipment  item  valued  over  $150  have  a  property  tag 
attached  to  it.   Property  tags,  however,  frequently  become  lost  or  are 
removed  by  residents  and  staff.   A  system  will  be  established  to  ensure 
replacement  of  these  tags.   Also,  alternate  methods  of  tagging  equipment  will 
be  explored.   In  addition,  supervisory  staff  will  be  directed  to  place 
emphasis  on  the  policy  and  procedures  for  equipment  transfers,  and  the 
importance  of  adhering  to  them. 

Inventory:   Employees  conducting  the  physical  inventories  will  not  have 
knowledge  of  the  totals  prior  to  the  count.   Training  and  supervision  are 
provided  and  will  continue  to  be  provided  to  employees  responsible  for 
entering  data  into  SIMS.   In  addition,  access  to  inventories  has  been  limited 
to  Warehouse  personnel  only. 
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Reimbursement  Billings:   Internal  controls  will  be  established  to  ensure  all 

eligible  services  provided  to  the  residents  are  billed.   Also,  monthly 

reconciliations  will  be  made  between  department  services  performed  and 
services  billed. 
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